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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL
September 21, 1947

S A S o S S 1

res ent rbwn In
Present:
Mr. Charles E. Spencer, Jr. District No. 1
Mr. W. Rando \k/h Burgess District No. 2
Mr. David E. Williams District No. 3
Mr. John H. McCoy. District No. 4
Mr. Robert V. Fleming District No. 5
Mr. J. T. Brown District No. 6
Mr. Edward E. Brown District No. 7
Mr. James H. Penick District No. 8
Mr. Henry E. Atwiood District No. 9
Mr. James M. Kemper District No. 10
Mr. Ed H. Winton District No. 11
Mr. Reno Odlin District No. 12
Mr. Herbert V. Prochnow Acting Secretary.
Counc sid ed osal that the Federal Reserve hanks adopt.a poli
“ %Qﬂs offere |r ctf ahem h commercslal Ban s at a price %o B¥

urchasin

grmlned c?aly or at more or less frequent |nte/rvals

There was a brlef d%cussmn of the rulmg unde¥ which all Fedeﬁal Reserve hanks
and branches are to reimburse_their mber an %staﬁehor other tra nspﬁrt% IOE
cushso jwlcas Items sent oFedera eserve banks and brarnches, other than the ban
with which the member bank carries Its reserve account,

The Council discussed the new plan proposedjby the Board of Governors as a basis
for the des?gnatlon of reserve cities, T PO

There was a discussio th ﬁuon wh|ch had b ep made b abanker in one of
thedlstnct to a member ot the Council re ar ng a possible reducti Ve require-
ments In the near future from the present 20-20-14 per cent level. h ouncil was
unammousy opposed to the suggest on.
The_Counci co S|dered he atter foffual personnel and salaries i he various
eral Resery If affects t e men In the various ofices and the problem
eepmga Ig qua |tyo personnel |n anks

The Council aI con3|d red brlefg u uestion Bf rPlaeln commercial .banks on a
more equal basis WI mutua savings banks In subscribirg to new Treasury issues.

The Council discussed Bill S. 408 and Bill S. 829.

The meeting adjourned at 6:15 P.M.
HERBERT V. PROCHNOW
Acting Secretary.
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 22, 1947

ﬂower oteqo <7\\lash|ngto Fe%eréal Advisory Council reconvened in Room 932 of the May-

ent own Pe3|d n Charle Spencer, Jr., \ic
i Y R R, il el e
eno n and Her Actm ebr etary.
|te sﬂc]ﬁ ou%égnggwew% dc?llts cro clu%%rﬁs] 95 t%wemplrﬁg re%ardm he vag|no s
E‘? }:\OW on eprt%arﬁ er? @4; emeﬂ]oran L%e%%l}ﬂws on pggaers Z%fg"lo %

The meeting adjourned at 10:35 A.M.
HERBERT V. PROCHNOW

Acting Secretary.
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CONFIDENTIAL

TO THE BOARD OF GOVERNORS FROM THE FEDERAL
NCIL RELATIVE TO THE AGENDA FOR THE JOINT MEET-
ING ON SEPTEMBER 23, 1947

’h B0 e T B ol Dk 6 i 9o B ety o
more o léSs requent mtervals.

houan ”t%rthre“%buheaF"s”t?néh‘fh”ovuest'eﬂtt%v'” e prEsent Roley 1e arreg'n%
ro% ure at least until suc hmecas he as ha mor%e%oenen(i

0 s et i B et ol
and se?{ r)N al Reserve ?ﬂ dS outsrgeo the ” rh? orté

strict. All banks Ioeen Wl |n

ﬁno £om ryrri%wréh the, r%%oes an%srm ar Fgﬁﬂgssrsa\/&tﬂer ractrcafid;

IStr e Council believes t
e wit o|ra N 1Ih ounr:rl soypose

esrrgg eonar% ! ur Ssttre]‘rjn tWher (e es g palicy that orrowrnsb member
Sanss oul ybe confined to ergfptgeservgqb rYk J

2. DtSC ssion fthe ruling .un er hrch all Federa]l Reserve hanks and branchﬁs will
reim urset eIiL. mem efeban osta or other transportation costs on_all ¢as

|ems sent t eolera Serve ban san ranc es other th)an the bank with whic
the member ank carries Its reserve account.

T em or| of the members of the.Counclil behste/es&gat thrstﬂtehteerc(r)s[J rrt]&‘ one

sr n| heomrssron ofﬁ discussion 0 twi
|n al o( Yan oversight ory%ever IN View 0 thoortar] of corre
ent dB elationships™tg thef unc Eehevest at It

C correspongen ela-

th

Vﬁnta:qeous In the ut&neklpogrt tegt%ﬁ be ore takin act on, fo
Ignlsjh? Wlt} or?tunctJ eal eaﬁnvhr'herté“ e racP theré( eral
eservgsban r} sbr%rng charges, even o\f tshrs gharactgr S0 Jeé/tronable

he. new ro osedb the Board a aba is for esignation. of reserye cities.
i opies of IOha eb tfoce eroftth]e ou crtb I\}ferntts\herman
stant taryo the oar 0 overnors

At fhe aorntmeetrit of the Board and th ounc n May 20, 1946, the Council
outline enera ome of t efact re Ulre cansi eﬁatron nan
Pro 0sal to ec assr servecrtres ncr es re to restate the rP ition
at that trmeh et erwrth a |t|oH act tnec ssr te consideration
mconn]e%tro t new the oar ort e rec catrono reserve
citles ounc Becoo tat resentsstem atin eserve
cItles Is not |ca ut tbe leves th (E osa oary.
ﬂ]esr atr no ese Ve CIties 15 no ore |ca he e |so t eo Ini nthat

ass |c t|on o res rve crtress ouI edp r}] c ar te oft e osrt?
ﬂ ecrfrcal such actors as t (Jlowrnga erce Bgeo
the e an os ts represen correspon ent han ba ef 3
erc nta e of ema posr S w ich ar resene out

e eman srts |c are

anf@/ in aecar(tly %Sn' % geenetr)afldegree 0f s |ty of deposits in acrt))/ m
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A e T Bl ol

C]|t|es hlcg are nQw reserve. cities and WI é re ain reserve cities should be
allo 0 50. Reserve orérest at wis roﬁ e classification and ave a
amount ofcrres on ent an B olu town usrnes a as a
p ?hou Bwe to grve e classiti catron
tha ecas |cat|on ave a su tfa(rjrtla Vol ume
-tOWn DUSIQESS, ora retota 0 eposrts shou
tion. Cifies wh |o éﬁra‘%t n %eserve tres

vet rre ue sh
ssr led as suc t oard shou

earrng

atIV sma tota
'[IGS

[V

OITES an?eg (El

E (EJII’Q {0 reta %SSI
esire the classification s

d Clt NOt NOW @ reserve CIfy ¢ (i
act on 1ts own Inrtiative but OH})I

The CouncH sees no real merit o neoesrsrtg R%sturbrn the srtua ion now when
50 Jnany other more pressing pro lems face the ankrng ystem an our economy

ter a

4 sible reduction of Reserve requirements in the near future from the present
%%) |eve| ] P

is jtem on the agenda did not orj mat in the Council, but was suggested
Eane Inthe oers?rg'eto 0ne 0 tne uncl memgers e Council'is un Enrmousl%;

oppose {0 the suiggestion.

5. The question of official personnel a dsala es in.the ar Fede IRes rve Banks
e%%?' ne carb P?r ﬁneln evarrrouslof oesvan epro em oF Iyeegrnga

ﬁsgn qua |tyo personnelolnt e banks.
Ll i e

0SS Of a emen In top posrtrons an e repl ment ¢

uses ap ear ? artIXn oP oW I%or(n ensatarlgy1 o)trt}’gn adA fo recen

%ﬁrgo oer ﬁ eder eserve ba)ak aP ?1 dsd not hg a/dequate
resp Iility an authority

S LS L T PR O ool

6. The uegtiop of pI crn commercial Panks on.a more equal basis with the mutual
savrn(d Ak In SUDs blng {0 new Treasury issues.

IhIS question was (g)laceg on the agenda before the terms of the September
nancimg were announce

The Co nC|| notes at n the Ias Tr asu |ssue tBe savin sanq thrift d%p r(t
menso ercra swere ace sa e asrsfa nﬁ savings, banks
lonSH]S 0 new reasu IS ue r}% gratre by the support given
oar in the accomp hmen of this 0 Jectrv
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* Kl e B e At et P OSEE A

residents
nks.

There a e two of th tJeﬁ|slat|ve items regarding which the Council desires to
CONVEY 1tS op fnidn as fofl

S. 408

a?nln |tserpnemo¥ar}]durg to éth a[]d oé&%vcel nors reIat ve ;‘OA% age da %rt]h
gtated tF] 8r|t Eou cil w ? t[%ose t 1] HWétht
amendments th ? Propos M%%ger o;t Pre3|det te oun
accomlpta%? m? %w resolution on Bill It Was ur er stated;

e safet

ith tB a%nendmenssu est Iven in t e elfﬁm
a/ e3||r or emer ency”tredit’ 3|t ations, and wit
recommendation t att ﬁ
ment agen wskﬂg: udin

Ing and ee powers of certal othr overn
%% ﬁp e%reat‘y curtaﬁ (? many
Instances should be ter mated

S. 829

é PI ;nraeh%oggl% edes”es to reafﬁrmAts Sltl(in on the Bank Hda

ding Compan
may be passed with only such minor modi %lcaﬁons afwm
assure its passage
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MINUTES OF MEETING OF THE FEDERAL ADVISORY COUNCIL

September 22,1947

P.M,, the F Isor I nven Board Rpom, of. th
Federal %ggerve Bmdelnge%raslhég\tlcl)snoﬁgou CeI Pcr%s}/ er(\etcI rﬂherov%1 ?nt t?awt ‘

el s B e

emin nr ames er
intorT, Reno |n an erbert rochno% Actmg ecretary. P

oodlief Thomas, Director, Division of Resgarch.and Statistics of the Federal
Reserve ystem, d|scussedt[?1 9&urrent Economlc %eltuatlon(’t

The meeting adjourned at 3:30 P.M.

HERBERT V. PROCHNOW
Acting Secretary.
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September 23, 1947
oo 4? il OaI“Re%erevg%"y%Pth“haieﬂ 8 s UGt 2 te, Eé‘égr%f
eserve Building, ashrngton
Present: besofthe Board ernors e Frteserv erst

0 dera
man Marriner cc s Govern dprsstﬁ % Zymcza rnest%:r b ap§ CE ar a
man, Jr., Lawrence ayton an arpenter, ecretary of the' Boar 0Vernors.

serg Memper oef Egre Fed |Ss|ry% nil; h(IN Edw&op E Brrown Ejre/slr
el B

rt emin OWN,
ames M em ér, ?‘:bcte nton, q?eno 0 |n an erber roc
cting ecre ary.

o TSP LU A et DL e B
price to be aetermine ar or at more or Tess freqent intervals.

The Presrden .0f the Counci tated that alth%ug there may be some |nconv nience
conttrﬁ upresen |cyr nﬁJ asur Ills |I IS ‘unanimousl GL j

¥ avor]
Pooc ure s't unti suc time aﬁ th ket a
oreew encevY r ntoft aIsore orte atte ounc unper
sood the Fede es rve bla 8 8 ember ?
srrc n seI raI eserv e 0 H ouncl
|evs at thrs quest IS ner er practrca nor esrra eand |t urge tatterequest

e withd

The Presrde the Councrl also stated that the Council was sed t0 action
Ht s¥s g s a policy that gorrowrngs ymember%pa[h?(s shou?d)he con-
Ing ederal eserv anks

Chajrman %cles stated. ﬁhatone of the reaspns for not ado t the aI re%a]r%
the purchasg, ot T reasury b swas that | ten(fgto make ¢ e e sry aval
and In"an Inflationary situation this should not be done.

n connection with h:e osr ofthe Fe((iieral Reser Te%an ofNe Yark reg IF
theprcaaean saIeo eera erve ) { |s rr hrm ccle
gar |s |s a_matter for the r et orEmdtte era erve

stem oean n tthe Prero atrvE single era eserveb n arr
an sta re IS no noprev ntt ank rom purchasing and selling Federal
eserve funds between dist

There was a i cussro af the ruIrn unde whrch all Fed ral Reserve banks and
bra hes eorerm urse: elr member hanks or saeoro er ransp%r% Costs
rh se tt eral .Reserve han san ra ches, other than't wit
Whic emem carries its reserve account.

The Presrdent of the Council stated.that the_{n vVjeorrty of the me hrs of the Counci

believe thrs att r IS ot one ?f srgnrf cance e]r I@ vrew e Im 0rta C o
corresPon en re&r |?ns s bnn ouncdl elieve E e
advantageous in the Tutur orthe oard, nefor ta |hgactron 10 |scusswr ouncr
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nP]aatttersmvtllrr]ncrhtmlgfhtth%ff ct corr sg“ndent ban reIatlonshrpg P'_reeérdent Brown Eep rte

ouncil believes that ﬁ otrce eral Reserve hanks
absor |ngc arées even of this character IS0 Jectro a

irman oles re orte tthrs idea dj not orrgrnatewrgt oard, %the
Boar not ta ertu |th cll srt not occUT to the Board that the subject
\rr]vgttsurteat important; oreover t oar di not believe 1t was a subject of a policy

There w ngthy .disc ssron relative tQ_the ne Ian osed by .the Board as

t asres fo tﬁ Aesr% E¥U0n0 reserve Ch\ll heP W tcH)e 8 tdcrf ItatF that
ounc b IEVS IS IMPOSSI Ie t0 devio d ormuatha wou Pp alr

eral Res rve |str|cts cr 5ees nor merjt o cssrtz

alsturﬁlshén ﬁlj situation HO\(I}/ _F SB mar more E ssrn%'o ems(} e thﬁ dn IT%n
stem a %our efon oday, P’_‘ Iesl %nt of th §70un request éatt recor
zi‘%OW the Council’s 0 CTIOHS to the_formu

lWCI!:SeeSH need. Jractron now, i?%e Faesggoa{) (?e o¥these F?I?T'TUTGS orﬂgostahtgrntefn%
ouncl SpOSItIOﬂ as presente )P esl ent rown.)

zﬂrman Eccles stateg (ﬁ)th& matter of the classification of reserve cities would
eventually have to be considere ongress.

There was a brief discussion regarding t estrons resented by a panker in one
of the arrstr%ts to a mem% g ﬁcrr % : f b

e ou relative 50 ssiple re u tion IB reserve
requirements In he ear utur? from t resent .2 er cen eveI re&r ent
Brown re orted that the Cquncil was unanimo e,

S its o2h ection to roposa).. Chair-
man Eccles stated that the oard agrees with tH 8ouno J|n ItS conciusr ns%n thrs item.

There as alen Erydrs sion re arilng the oruestl n of tge ofpcral nersonnel and
ﬂarres In t varrou eserve an sita otst e caliber of men'in the var&ous
% ICes an the problem o prn ua |tg/ pers nnel In the banks resr Fnt
own state TIt]heFCouno reat c cern ot]ast emar nceo
of manag emento the Federal Reserve n that t e e]vest |s |t
requires the coo erative action o the a] eserv ar S o
severa] Fed eIr efe ve banks. Chairman Eo cles éar att ut rrt% eo era
tion o P ederal Reserve System. rests ||n the and n&
mittee; IT there IS to be any change, it Woudhave to be up to ongres

There w% a.brief discussion re gardin uestrorh lacin 1ercral banks on
a more equal basis with the mutual savings an $ In subscribing to new reasury ISsues.

o I S R e B

resident Brown a ounor was disappojnted that the ers
o were not reatyourtar ttention to e letter of the rsr

ouncr accomp |ts reso uton n |ca e cor trons un er
Hﬂ cg 4% Orththteeamen men |ven T IS etter state t] 1 he Council’s support of

tJ % sted, |sg|vn|n ehbehe that some sae vaIve
s desira 3 or emergency cred atr fs th the recomm atror}] t: @
nding.an rgeualrantee ? ers of certarn ot er governme t%rencres |nc Ing the
should™be greatly curtailed, and in many instances should be terminated.

EOSht-IJt)rF]eOFr)tr%ﬁd% nﬁfhtge I%ouncrl also re orteéi that the %oanrl d%srres to eaffhrm I

hopes t may be asse with onl
minor modr cations as%vrﬁasur |ts passagep yoep Y

The meeting adjourned at 1:25 P.M.

HERBERT V..PROCHNOW
Acting Secretary.
3l
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NOTE: This transcript

) not N be ‘otlntlzj Seem™,
entirely accurate tSL 48 complete ™
as being strictlifor thfra,:lacript «hould h™eCe®*arUy

the Federal Advisory Co”~cS” UaS Of **

H. V. p.
The Acting Secretary's not**

Adviaory Council on *®*ting of the
2:00_P.M., in Room 932 of Tho r~S*6l* ?, at
Washington, D. C. **gyfloirer Hotel,

All members of the Federal } )
present. Advisory Council ere
A PROPOSAL THAT THE FEDERAL HBSEPTT
POSCOUSISG AL BILLS CHHEHRED POUCT »
BANKS AT A PRICE TO BS OETERMIHFtPm"ttvVv 31 coa®ICIAL
PRESENT ISTSOTAIS. DAI1Y» OR A~ OR LESS
F4 E* ftates that he would also like to add to the dis-

cussion on this subject the suggestion that the Open H«rtatOo«ittL
ar.e oil*s of a j. maturities available as long as they have then. He asks
Spencer to comment on this item.

Spencer. The proposal that the Federal Reserve banks adopt
a policy of purchasing all bills offered directly to them by commercial
banks, at a price to be determined daily or at more or less freqguent Inter-
vals, would enable banks to use their balances to the utmost. If a bill
market is desirable* it should be established by the Federal Reserve banks.

Burgess doubts whether it would be a good thing to adopt the
proposal. He states that the Council and other groups of bankers have at
various times suggested to the Board of Governors that steps be ta<en to
firm interest rates. The Council suggested eliminating puts and calls on
bills. Mow that this has been done, we are proposing to reverse our policy
and make It easier for banks to get money. To adopt this proposal means

essentially that we are making bills a part of our reserves.

Spencex comments that banks can still rediscount.
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B* £ Bromn asks why the Federal Reserve System apparently
Igli3 to abolish #E Interdietrict purchase and sale of Federal Reserve

fus. He says that originally the Federal Reserve System felt that the
interdistrict purchase and sale of Federal Reserve funds tended to level

aut the money markets ovor the United States*

Burgess believes there is a better argurent In connection with
the matter of the Tederal Reserve funds than there iIs In the proposal
ti6 bills™*

Spencer questions whether there is any fundamental difference
between rediscounting and puts and calls.

Burgess states that when a bank must rediscount, It ordinarily
wishes to pay back the Federal Reserve bank as soon as possible. The bill
arrangenent was an easy money mechanism to help finance the war.

E. g. Browmn* IT a bank does not know what the rate is going
to ke, there iIs goin™ to be some restraint.

Burgess believes there is a veryslight difference.

states that he expected to support the proposal
Spencer had made but believes now that 1t is advisable to support Burgess®
vies.
E. E. Brom reports that it is important for banks in Illinois

ad for banks 1In one to two other communities to know that they can get
bills to take care of tax situations at certain dates.

Burress. In the old days, banks bought the maturities they
wated ahead of time. He believes i1t is difficult to have the rule aid

alooto have exceptions™

2* 5. Brom states that Rouse has assured the Chicago banks
that the Open Karket Committee will assist them in connection with their
specific situation. Brown believes that the purchase and sale of Federal
Resernve funds across Federal Reserve districts Is desirable.

Burgess agrees, but states that it you do not have a flow of
fus across districts some banks will have to borrow and this will terd

tC tighten the money markets. 3urgess says that the policy of the New
York Federal Reserve Bank has apparently not been adopted iIn other districts.
He thinks the Council shoulld suggest that the Federal Reserve System have

1 comon policy.
E. E. Brom reports that some banks In New York have bought
sold Federal Reserve funds.
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McCoy believes a bank should have a choice of whether It

fants to borrow from another bank Instead of the Federal Resenve bank
in Its district.

Burgess. The Board undoubtedly thinks it can fir® the money

markets better by having banks go to the Federal Reserve banks instead
OF getting funds from other member banks*

S. S. Brown reports that he has heard Eccles state that inter-
district borrowing of Fed funds is desirable* Brown believes interdistrict
borrowings IS desirable. He does not believe that banks should be required
to confine thelr borrowings to the Federal Reserve banks.

McCoy believes aach individual bank should have the right to
bey and sellTea funds wherever it wishes.

Odlin thinks 1t Is Inconsistent to ask that the pat and take
be eliminated and to come back now and ask essentially to have 1t reinstated.

Willians favors interdistrict borroving and favors Burgess*
suggestion on tills as 1t would tend to firm the money markets.

Penick thinks 1t iIs not desirable to change the Council’s
position on the put and take. He favors interdistrict borrowing.

Kemper is against any restrictions on the purchase and sale

of Fed funds. He iIs opposed to a daily quotation on bills by the Federal
Resene banks.

Atwood agrees with Scrgper.

Winton thinks the Federal Reserve System is trying to take
way the rights of banks. He iIs opposed to any restrictions on the

purdiese and sale of Fed funds, and he is also opposed to reinstating
the put and take.

J. T. Brown states that he iIs opposed to restrictions on
tre purchase and sale of Fed funds, and he iIs inclined to agree with
Bargess* viewpoint on the bills.

Fleming agrees with Burgess* position on the bill policy and
opposed to any restrictions on the movement of Fed funds.

E. E. Brom reports that the Council is unanimously opposed
1o any action by the Sstera. which implies a policy that borrowings by
banks should be confined to Federal Reserve banks. Re states
that he will also advise the Board of Govermors that the Council believes
tre request which the Federal Reserve Bank of Hew York has made to its
®«doer banks on the purchase and sale of Fed funds is not practical nor
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desirable, and It should be withdramn. The Council also iIs unanimously
in favor of continuing with the present procedure regarding Treasury
bills at least until such time as the market has had more experience with

108

Odlin asks whether there is actually very much to the argument
that money rates will be firmed if banks are restricted in their purchase
ad sale of Fed funds and are compelled to go to thelr Federal Reserve banks.

Burgess replies that the effect on the money markets might be
vary stall. Hownever, he states that the Federal Reserve System does not
deal simply In blacks and whites, but In grays.

DISCUSSION OF THE RULING UND3R WHICH ALL FED3RAL RESERVE BANES
FILL REIMBURSE THEIR MEMBER BANKS FOR POSTAGE OH OTHER TRANS-
PORTATION COSTS ON ALL CASH ITSSS SENT TO HEDERAL R2SER75S RANKS
AND BRANCHES OTHER THAN THE BANS WITH WHICH THE M2SBSR BAN!
CARRIES ITS RESECTE ACCOUNT.

E. E. 3rowmn asks Winton to conment on this 1tem iIn view of the
fact that a good deal of the criticism regarding it has apparently care
fron Texas.

VTinton states that the criticisn has not come from him but
firam others.

Jleming believes that the Board of Governors may have made
this ruling in order to eliminate the necessity of working up tems and
then having to send them to other Federal Reserve banks.

Atwood thinks the objection is not so much to the ruling as
it is to the way In which 1t was done. He reports that Peyton said the
Federal Reserve banks thought they were doing the member banks a favor by

this ruling.

Winton states that he doss not believe this 1tem amounts to
agreat deal, rfe does not believe there iIs very much to the dbjections.

Penick. If a bank sends rtems direct, it requires more work,
ad so there i1s actually no real saving to the bank.

E. E. Brown reports that in the Seventh Federal Resenve
District, 53 banks were sending direct, and after seven weeks of opera-
tion of this rule, 3 banks are still sending direct. Only one bank In
the United States has changed and is now sending direct. In the case of
Bromn®s bank, there is a saving to the bank of about $20,000 to $25,000

amually on postage.

Burgess thinks that perhaps the Federal Reserve banks are
®king so much money they are doing this to pass a little of it back
1o the banks.
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S. B. Brown believes it may also be due to the prablers the
federal Reserve Banks have had with clerical help,

Odlin states that he is greatly relieved In comection with
this natter. He had received protests from various grouys.

Kemper believes this iIs a straw in the wind and that It is
another Step In the competition between the Federal Resenve barks ad the
correspondent bank system. The way the ruling has worked aut, up to the
presait, It has fallen flat, but It is a step In the competition of the
Federal Reserve banks against the correspondent banks.

Odlin does not believe the long range dbjective wes against
tte correspondent bank system. The banks In his district are not against
. Hoeever, Odlin believes a step like this should be taken by the Board
only after discussion with the Council.

J. T« Bromn oojreartts that postage is paid only on 1tens sent
to other Federal reserve banks, and most banks have only a few such tes.

Kemper remarks that this ruling has not worked out well, but
he thinks the motive back of it was not good.

Fleming believes this is a sisall mtter, but he thinks the
Council should have been 1nformed, as the Board may sore tine have a nmatter
of real significance and fail to infora the Council.

WInton thinks the Council should protest strongly on the way
the matter was handled.

UcCoy believes 1t iIs a matter of small importance and is only
an operating Drooler..

J. T. Brown reports that this ruling was suggested by the
Federal Reserve berk presidents and was largely an operating prdblem. In
view of the fact that the Board did not discuss 1t with the Coucil, te
Board was not assured of the Council’s support.

Burgess believes the Board might be informed that the mgjority
of tre Council sees no objection to the ruling, but in view of the Inpor-
tae of correspondent bank relationships to the banking systam, the Coucil
ahould be consulted In advance on matters which might affect correspondent
berking.

E. E. Bromm. The majority of the Council feels that this
aatter is noT one OL importance. The failure of the Board to disauss
this ruling with the Council may have been an oversight. Honvever, In view
o* the Importance of correspondent banking relationships to the banking
aystan, the Council believes that it would be advantageous iIn the future
1O tre Board, before taking action, tc discuss with the Council matters
~ich affect correspondent bank relationships.

Digitized for FRASER

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



—6-

The minority of the Council believes that the practice by
the Federal Reserve banks of absorbing charges, even of this dharacter,
IS objectionable.

THS MSI PLAN PROPOSED BT THE BOARD AS A BASTS FOR THE DESIGNATION OF
RESERVE CITIES. COPIES OF THIS PLAN HAVE BEES SENT TO EACH SJBVB™ OF THE
corTIcIL BT MSRRITT SHERMAN, ASSISTANT SECRETARY OF THE BOARD OF GOVERNCRS.

B. S. Bromn. The reason banks in some cities have not
commented on this proposal of the Board is that the banks probably have
not heard about 1t. Brown reports that Young of the Federal Reserve Bank
of Chicago has just written the banks of the Severnth District yesterday
informing the banks of the proposal. Brown believes that if all banks of
the city wish t remailn as a reserve city, they should have the privilege.
If the banks In the city are divided, then a study of the situation should
be made. Tn a general way this formula does take care of some cities that
ought to be reserve cities, bat the formula has no basis iIn logic. Brown
states that he has correspondence from Chattanooga objecting to the proposal.

Flying believes that the formula i1s not soud, and he asks
who is clamoring TOr the change.

Kenner agrees with E. E. Brom. He sees no reason why banks
(for example, St. Joseph) should not bo permitted to carry larger resenes

it they wish.

Odlin states that unlless there Is sare reason which iIs not
apparent, he does not understand why the Ttoard should be raising the

question.

yerjper states that he does not believe Kansas City, Kansss,
hes received fill ""information about the proposal.

Penick asks whether National City, Illinois, could be declared
a part of the Metropolitan St. Louis District.

Odlin reads the following statement of E. S. Brown at the
joint meeting of the Board and the Council on FPay 20, 1906:

"The Board of Govermors has asked the Council to consider the
question of the reclassiftication of resernve cities, based on a proposal
that cities in which a Federal Reserve bank or branch i1s located are to
be designated as the reserve cities. The Board has also asicd the Council
towork out a possible formula for the designation of resenve cities. The
Coucil believes that the present system of designating resenve cities 1Is
prooably not logical, bat it believes that the proposal of the Board for
the location of reserve cities is even less logical. The Council believes
the classification of reserve cities should depend on the character of the
<tgosits 1In a city and specifically (@ on the percentage of the demand
deposits which represent correspondent bank balances and (b) on the

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



percentage of the demand deposits which are represented by out-of-toamn
business* The cities which are now reserve cities and wish 1o remain
reserve Cities should be alloned to do so* Resenve cities that wish to
drop the classification and have a small amount of correspondent bank and
out-of-tomn business should be alloned to give up the classification™
Cities that wish to give up the classification but have a substantial
wolure of correspondent bank and out-of-town business should be required

o retain the classification. Any effort to work out a formula would
require a long period of study to have any merit. The Council has tried
various formulas and i1t is difficult, if not Impossible, to develop a rigid
formula that willl apply to all cities i1n all the Federal Reserve districts.
The Council sees no real merit in disturbing the situation now when so many
other more pressing problems face the banking system and our economy today.
3romn states that the Board must appreciate now the great concem which
nany banks have shown regarding the Boardls proposal. The Board*s idea

of classifying reserve cities would actually add to the reserves instead
of tightening reserves* The Board with the assistance of the Federal
Resene banks should have no difficulty in working out the problem of
classification where 1t may exist in one or two cities'.

E* K* Brom notes that all members of the Council favor the
sumary on s matter which was given the Board on May 20, 19°6*

Burges8 says there is no good reason for stirring up the matter
now,

Fleming agrees*

g* E* Brom states that the formula is not logical, ad it is
uwise to disturb the situation now*

Fleming thinks the Board and the Council should know the
attitude of the cities whose classification iIs terminated™

Burgess states that basing the classification solely on inter-
berk balances i1s not logical. It nay be desirable to add some cities t
tte resenve city classification, but removing any city requires serious
consideration™

yjnton believes that siy city which desires to remain a reserve
city should be permitted to retain its classification™

Odlin thinks the Council should definitely disapprove the
proposal .

Fleming says the rvoposal is not sound when 1t leaves out
cities like lewark with deposits of $772 million, and Providence with
1507 million. A different basis of classification than that proposed is
necessary In order for it to be sound.

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



-8-

B. 5. Bromn. ITf the majority of the banks In a city desire
lo terminateThe"TTn3s"fication of the city, the Board should analyse
tre situation and determine whether the deposits are largely local or
out-of-town e

J. T. Brown, The amount and character of all deposits should
ke considered, not merely the iInterbank deposits.

/laaing states the formula should not cover solely interbank
deposits. The reserve requirements are for the protection of all deposits.

jur™ess suggests adding to the tav 20, 19U , summary a point
relative to the total demand deposits which are held by banks iIn a city.

J. T. Brown states that the Board rtself might use 1ts formula
1o require cities to stay in that want to terminate their classification.

Burgess believes cities that are not now reserve cities but
desire the classiftication should have thelr requests heard by the Board.
Certain cities with large deposits should have an opportunity to obtain
the classification, 1T they desire It.

Atwood. IT a city should be a reserve city (Wwhatever the
requiremets™ are Tor a reserve city), it should be made ore.

Odlin believes the Council should definitely state that the
proposal of the'Board shoulld not be made effective.

Burgess. No formula can be evolved that will apply in all
caes. Cities have to be given individual consideration.

E. Brom agrees. He says that he will call the attention
of the Board to the former statement of the Council on this matter, plus
the 1dea that total demand deoosits should be included In any consideration
of this problem.

THE POSSIBLE REDUCTION OF R-5SKRVS REQUIREMENTS IS THE IBAR FUTURE T O
THE PR3SONT 20-20-1U LEVEL.

E. B« Brown asks Odlin to discuss this item.

Odlin states that he was alked to present this matter by a
banker In his district, and it is not his proposal. The banker who
proposed 1t believes that reserve cities ad central reserve cities
shauld not have the same reserve requirements. This banker recognises
that lonering the reserve requirements might be somewhat inflationary,
bat banks will make all the loans they possibly can anyway.

g- E. Browr thinks it would be unwise to reduce reserve
requirements now. Any reduction in reserve requirements would be wholly
illogical.
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Komper agrees*

E. S. Browmn notes that all members of the Council are
opposed to the surestion that reserve requirements be reduced In the
néar future.

THE 3JSSTION OF OFFICIAL PERSONNEL AND SALARIES IN THE VARIOUS HEDERAL
RSSCRVE BASKS AS IT AFFECTS TKS CALIBER OF HER IN THE YARIOO5 OHFICES AND

ras paoHLal of kesfihg a high qualitt of persohhsl in the banks.

E. E. Brom asks Odlin tO comment on this r1tem.
/

Odlin states that this item was not suggested by him, but was
Speaking on

proposed by a banker in his district. Odlin states that he iIs
the matter from the Standpoint of the San Francisco district. Odlin believes

that the Board of Governors exercises such strong control over the personrel
ad salaries of the Federal Reserve bank iIn his district that 1t i1s diffi-
allt to hold good men. He believes there should be e authority In the

local Federal Reserve banks.
Fleming. The law gives the Board the authority.

Odlin replies that a great deal depends on 1ts adninistration.

Fleming comments that Congress IS recognizing in i1ts omn case
that salaries should be raised.

K. S. Brom states that Eccles has worked in various ways to
centralise authority in the Board and to lessen the authority of the
boards of the various Federal Reserve bank*.

Burgess says that the New York Federal Reserve bank has had
persorel nroblems in the past but less has been heard in the New York
benk about this subject lately.

5. 2. 3rawmn comments that When the Federal Rasarve Bank of
Chicago wished to Increase salaries In the Detroit Branch, it was
necessary to get the Board*s approval in advance.

Odlin. In San Francisco there have been unreasonable delays
in taking care Of salary situations. He states that placing salary and

Personnel problems on a perfunctory basis by the Board is ruining the
federal Reserve System.
Fleming questions whether this matter is within the province

of the Council.

Burgess thinks it is within the Connell*®s province. F

thinks the Council should focus attention solely on the problem as It
relates to the top personnel.
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J. T. Brom coments that Eccles! salary of $15,000 is
$3,000 less than a vice president, for example, of a Federal Resene
bank nay get. This may Influence Eccles* viewpoint on the whole matter.

Burgess says that the pensions are also too small ad he
believes the top is now around $8 ,000 .

S. E. Brom states that in the matter of lessening the
authority in “tre Federal Reserve banks the Council night object to the
chairman OF the Board of Govermors doing, by indirection, it he has o
right to do by direction. To make this statement will start a log dis-
cussion with the Chairman of the Board. The Council might also state that
the policies of the Federal Reserve Board in holding dowmn salaries is
detrimental to the System.

Odlin coments that this question relates to the whole idea
of subjugating the directors and not sinply salary problens.

Burgess thinks the Council may point out that 1t hes noted a
number of eases “there the Federal Reserve System has lost aole men.

Odlin says that the policy of infringing on the authority of
the Federal Reserve banks is working t tie detriment of the System.

E# £. Brom asks Burgess to prepare a statement on this
natter for the Council.

THE QUESTION OF PLACING QOraaRJICIAL BAIKS ON A MORE SQOAL BASIS WITH THE
MUTUAL SAVINGS BAVXS IN SUBSCRIBING TO NEW TREASURY ISOUES.

E. S« Browmn asks Atwood to comment on this rtem,

Atwood states that this question was placed on the agenda
before the terms of the September financing were announced. Atwood thinks
that the Council may state that i1t notes that in the last Treasury issue
the savings and thrift departments of comercial banks were placed on the
sare basis as mutual savings banks In subscribing t© new treasury ISSUes.

E. S Brom believes the Board nay have had some influence
in this matter, and tnlt 1If 1t did i1t might be desirable to express
appreciation.

THE CHAIRVAN OF THE BOARD HAS INDICATED THAT HE WILL BS PLEASED TO DISCUSS
1ITH THE COUNCIL ANY OF THE LEGISLATIVE ITEH3 LISTED IN HIS LSTTrAl OF
AUGUST 6 TH TO THE PRESIDENTS OF THE HEDEHAL RESERVE BANKS.

S. E. Brom states that there are two Inportant legislative
itens in Eccles!l letter: (@) bill Sh06; and (@) bill S. 629. Bromn
believes that S.2j08 may be dead and that It might be best not to discuss
it
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Burgess thinks it is probably dead* He points out that the
Iife of the R. F. was extended on a basis that was too liberal.

Kemper thinks that the extension of the R. P. C. nay have
put a new face on 1t and may make S. Uo6 guarantees unnecessary. IT this
coutry needs a cesspool for marginal operators, he suggests that It be
a separate cesspool. He thinks the Council should come out against S. U08,
in view of the extension of the life of the R. F. C.

Atwood believes that the Council should call attention to the
fact that it did not give unanimous endorsement to bill S. 1.

B. E. 3rown states that In its memorandum to the Board of
Governors relative to the agenda for the joint meeting of the Board and
the Council on March 11, 19U7, the Council stated that a minority of the
Council was opposed to bill S. I’(B, even with the amendrents the Council
proposed. The Council”s supoort of bill S. (8, with the anendrents It
sugoested, was given in the belief that some safety valve was desirable
for emergency credit situations and with the recommendation that the lending
ad guarantee powers of certain other govermment agencies, including the
R. F. C., should be greatly curtailed and 1In many instances should be
terminated. Brown reports that the groups opposed to bill S. 829 are as
follons: (1) Brown understands that Qiannini may agree to separate
Transaaerica’s outside interests but wishes to expand the banking interests.
He also understands Giannini has threatened to line up political influence;
(@ the Treasury has not testified, but the Conptroller’s office, it Is
uderstood, Is not satisfied with the authority given the Federal Reserve
Board. The Treasury may oppose the bill ur@ess 1t is changed to the satis-
faction of the Treasury; (3) the savings banks believe the 15 per cent
provision may be detrimental to them. Same change iIn language may be
necessary; () the Morris Plan banks are also opposed.

Odlin believes Brown’s analysis iIs correct. Browmn asks
whether there is any point iIn discussing bill S. 89 with the Board at
presenit.  Odlin thinks the Council should reaffimm I1ts position on the
bank holding company bill and express the hope that the bill will be passed
with only such minor modifications as will assure Its passage.

The meeting adjourned at 6:15 P.™*.
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The Council reconvened at 10:00 A_M.
on September 22, 19U7, in Room 932 of
the Mayflower Hotel, Washington, D* C.

All members of the Council were present.

The Council approved the attached memorandum, which 1t
prepared, to be sent to the Board of Govermors relative t the
for the joint meeting of the Board and the Council on Septerber 23, 19.7.
The memorandum was delivered to the Secretary of the Board of Covermors
at 10:57 A.M. on September 22, 19U7. It will be noted that each 1tem of
the agenda is listed with the coments of the Council on the 1tem.

The meeting adjourned at 10:35 A F-
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CONFIDENTIAL

HBVORANDUH TO THE BOARD OF GOVERNORS
FOA THE
FEDERAL ADVISORY QOUNCIL
RELATIVE TO THE AGENDA FOR TIE JOINT MEETING
ON SEPTEMBER 23, 19U7

Qlfrgp??l that the Federal Reserve Banks adopt a policy of purchasing
ills

offered directly to them by comercial banks at a price to

be determined daily, or at more or less frequent intenals.

Although there may be some 1nconveniences iIn the present
policy regarding Treasury bills, the Council Is unani-
mously In favor of continuing with the present procedure
at least until such time as the market has had more
experience with it.

In this general connection the Council understands that
the Federal Reserve Bank of New Tork has requested the
member banks of Its district not to boy and sell Federal
Reserve funds outside of the district. All banks in
New Tork are not complying with the request and simillar
requests have not been made iIn other districts. The
Council believes that this reguest is neirther practical
nor desirable, and it urges that the request be withdrawn.
The Council is opposed to any action by the System which
implies a policy that borrowvings b7 member banks should
be confined to Federal Reserve banks.

Discussion of the ruling under which all Federal Reserve banks and
branches will reimburse their member banks for postage or other trans-
portation costs on all cash 1temns sent to Federal Reserve banks and
branches other than the bank with which the merber bank carries 1ts
reserve account.

The majority of the members of the Council believe that
this matter is not one of significance. The omission of
any discussion of the subject with the Council was iIn all
probability an oversight. Honever, iIn view of the Impor-
tance of correspondent banking relationships to the banking
system, the Council believes that i1t would be advantageous
in the future for the Board, before taking action, to
discuss with the Council matters which might affect corres-
pondent bank relationships. A minority of the Council
believes that the practice by the Federal Reserve banks of
absorbing charges, even of this character, iIs objectionable.

The new plan proposed by the Board as a basis for the designation of
reserve cities. Copies of this plan have been sent to each member of
the Council by Merritt Sherman, Assistant Secretary of the Board of
Govermors.
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,'vayt?a JTQI}‘% meeting of the Board and the Council on

, 14,70, the Council outlined in general some of
the factors which would require consideration in any
proposal to reclassify reserve cities. The Council
desires to restate the position It took at that time,
together with additional factors that necessitate con-
sideration in connection with the new proposal by the
Board for the reclassification of reserve cities. The
Council recognizes that the present system of desig-
nating reserve cities is not logical, but i1t believes
that the new proposal of the 3oard for the designation
of reserve cities is no more logical. The Council is

of tie opinion that the classification of reserve cities
should depend on the character of the deposits In a city
and, specifically, on such factors as the following:

(@) the percentage of the demand deposits which represent
correspondent bank balances; (b) the percentage of the
demand deposits which are represented by out-of-town and
widely spread business; (c) the total demand deposits
which are held by the banks In a city; and (d) the general
degree of stability of deposits in a city. The Council
believes 1t i1s Impossible to develop a rigid formula that
will apply fairly to all cities in all the Federal Reserve
districts. Individual cities require individual con-
sideration.

Cities which are now reserve cities and wish to remain
reserve cities should be allowed to do so. Reserve cities
that wish to drop the classification and have a small
amount of correspondent bank and out-of-town business,

as well as a relatively small total of deposits, should
be allowed to give up the classification. Cities that
wish to give up the classification but have a substantial
volume of correspondent bank and out-of-town business,

or a large total of deposits, should be required to
retain the classification. Cities which are not now
reserve cities but desire the classification should have
their requests heard by the Board. ?«here a city not now
a reserve city clearly should be classified as such, the
Board should act on its own initiative but only after a
hearing.

The Council sees no real merit or necessity in disturbing
the situation now when so many other more pressing problems
face the banking system and our economy today.

The possible reduction of Reserve requirements in the near future from
the present 20-20-11* level.
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This 1tem on the agenda did not originate In the
Council, but was suggested by a banker in the district
of one of the Council members. The Council Is unani-
mously opposed to the suggestion.

The question of official personnel and salaries in the various Federal
Reserve Banks as it affects the caliber of men in the various offices
ani the problem of keeping a high quality of personnel in the banks.

The Council is greatly concermed as to the maintenance of
the quality of management of the Federal Resenve banls.
There seem to us signs of deterioration due to the loss
of able men iIn top positions and difficulty In their

replacement™ The causes appear to lie partly In low con-

pensation, not well adjusted to recent changes In cost of

living and pay in comparable positions, and partly in the

Teeling by officers of the Federal Reserve banks that they
do not have adequate responsibility and authority.

We believe this is a situation requiring the cooperative
action of the Federal Reserve Board and the Boards of

the several Federal Reserve banks.

The question of placing commercial banks on a caae equal basis with the
mutual savings bank In subscribing to new Treasury Issues.

This guestion was placed on the agenda before the terms
of the September financing were announced.

The Council notes that in the last Treasury issue the

savings and thrift departments of comercial banks were
placed on the same basis as mutual savings banks In sub-
scribing t new Treasury issues. The Council Is grati-
fied by the support given by the Board in the accomplish-

ment of this objective.

The Chairman of the Board has indicated that he will be pleased to
discuss with the Council any of the legislative items listed In his
letter of August 6 th to the Presidents of the Federal Reserve banks.

There are two of the legislative items regarding which the
Council desires to AOMeY its opinion as follows:

S. ho

@ In i1ts memorandum to the Board of Govermors relative
to the agenda for the joint meeting of the Board and

the Council on March 11, 197> the Council stated that

a minority of the Council was opposed to Bill S. 1(B,
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even with the amendments the Council proposed. In

the letter of the President of the Council accompanying
the resolution on Bill S. U0O8, It was farther stated:
“The Council’s support of Bill S. U08, with the amend-
ments suggested, is given in the belief that some safety
valve is desirable for emergency credit situations, and
with the recommendation that the lending and guarantee
poweﬁs of certain other government agencies, including

the C«, should be greatly curtailed, and In many
instances should be terminated.l

3. 829

(b) The Council desires to reaffirm its position on the
Bank Holding Company bill and hopes the bill may be

passed with only such minor modifications as will assure
its passage*
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The Council reconvened in the Board Room of the
Federal Reserve Building at 2:00 P.M. on September 22,
19U7, to hear Dr. Woodlief Thomas, Director of the
Division of Research and Statistics of the Federal
Reserve System.

All members OF the Council were present.

) S. £. Brown presents Dr. Woodlief Thomas who speaks on the
SUbjECt, "Current Economic Situation™. An outline of the salient features
of Or* Thomas* remarks follows:

CURRENT ECONOMIC SITEIATICH

How undergoing inflation

Results of war.

Cause of inflation is Increase in incanes and money supply r&tive
to goods.

Accumullation of liquid assets— large volure, widely distributed,
used freely, but are still large and widespread.

Endeavored to avoid by various policies but too weakly— in ed
decided to let price system operate freely.

Manifestations

Rise iIn prices.
Very uneven.
Farm prices up 180 per cent.
Industrial products— 70 per cent.
Rent— 5 per cent plus.
Wholesale prices— average 100 per cent.
Consumer prices— average 60 per cent.

Price rises, wage iIncreases, high profits are normal iIn this
situation- reflection of demand and supply, (attempt to
reach equilibrium).

Tremendous rise in consumption.

Total now about 160 billion dollars annual rate— more than
double prewar.
Steady iIncrease in nondurable Roods throughout war.
Most of recent increase probably reflects rising prices
rather than greater volume, iIndicating pressure of
demand on limited wvolume,
Durable goods small during war;
present represents deferred demand as well as increased
buying group;
restricted by limited output.
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Based both on high income and use of accunulated savings,
Construction-private building close to 10 billion dollars annual
rate, public about 2-1/2 billion*
Prigg&gldouble prewar in value, but costs are also nearly
e*
Increase In residential building— especially private*
Renewed growth iIn recent months.
Private business construction also large In dollar anount.
Publii: close t prewar in dollar anounts, below in physical
volure.
Heavy capital expenditures by business*
Producers durable equipment 18 billion, over 3 timesp™-1&1.
Inventory expansion.
Over 5 billion annual rate at end of 1916, after adjustment
for revaluation at rising prices.
Domn considerably in first hait of 19U7. Sow there is a
renewal of Inventory expansion.
Bqorts— peak of 16 billion annual rate.
Imports less than 6 billion*
Balance of 10 billion has been important supporting
infFluence this year.
Any decline In exports may be offset Q/ INnventory expansion*

lanediate Prospects

Inflationary forces continue strong*
Continued small harvest abroad maintains pressures on farm products*
Foreign needs for all goods are large— actual demand is matter of
dollars available*
Consumer buying shows few signs of beilng restrained by rising prices*
5b per cent of the Bspending units” had an annual income of
less than $1,000 in 1935-36* Now 17 per cent get less than
$,000 annually and 23 per cent get between $1,000 and 12,000 .
Interim survey of consumer finances shoans that plans to buy
durable goods and housing about as large as at beginning
of year.

Consumers will draw on liquid assets and borrow If necessary
to maintain expenditures.

Terminal leave bond payments (probably 1 billion in September) will
INCrease pressures.

End of consumer credit regulation will also be a stinulus.

Pressure for new round of wage Increases seems unavoidable.

Will be based on large profits but will probably result in
higher prices rather than reduced profits.

An Increase of >UOO million In currency iIn circulation is probable
in the last half of 19b7.

Stock market has been one of the healthiest aspects of the situation.

37k loans and Investments may be up as much as six billion dollars
during last half of 19b7 .
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vnesses iIn situation

Distorted price structure*

Due to many temporary factors— foreign needs, deferred
consumer demands, inventory expansion, construction,
capital equipment™

Purchases may be postponed until prices are lower.

Greatest distortion in agricultural prices and building
materials™

More people have exhausted accumulated liquid assets.

Completion or postponement of constriction and capital expenditures.

Inventory expansion certain to end sometime*

Foreign demand— can not continue at present rate— -already substantial
decline in exports* Lack of dollars by foreign nations.

Restoration of production abroad*

Government budget in balance— no longer dominant factor.

Turning point

Appears inevitable eventually because of many temporary elements in
situation.

Hot possible to predict timing— may not come for some time, but could
begin at any time*

IT it comes soon, unsatisfied demands and liquid assets will cushion
decline.

Recession no depression.

No large accumulation of durable goods*

Credit expansion only small part of picture,but, if
continued, liquidation mould be depressing influence.
Further increases in bank loans probable.

Continued boos and further price rises will reduce
effectiveness of existing money; induce speculative
commitments *

Decline will be aggravated.

foat to do

°resent policies of business, government and individuals should be
directed toward diminishing inflationary pressures.

Tax reduction before prices decline would be height of
folly.

Wage increases, as well as price increases, would contri-
bute to spiral and should be resisted, particularly
where wage increases since prewar have already exceeded
cost-of-living rise.

Some allocations and rationing of important scarce goods
(foods) might be necessary.

Restraints should be kept on speculation— margin requirements.

Credit expansion discouraged in all possible ways.
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Burgess. About a year ago the nation decided to operate
on the basis of a price economy, bat same factors such as interest rates
have been held fixed. Burgess asks whether a price economy will operate
when certain factors are held relatively rigid. He comments that histori-

cally the tightening of credit has been one of the means of curtailing
inflation*

Thomas questions whether it is possible actually to prevent
credit from tightening.

£. g- Brown states that his bank is having a heavy demand for
loans. The high cost of inventory requires larger loans. Consumers*
durable goods are now in supply with larger inventories. Increased
earnings have not been adequate to take care of the increased cost of
inventory and larger receivables. The high cost of labor has also resulted
in expenditures for labor saving machinery. Conditions in the stock market
have had a tendency to make business concerns come to banks for loans.
Commercial loan rates to concerns with a national reputation have not
increased. Term loan rates may be up on the average about one-fourth of
one per cent. One danger in the situation is that equity capital is not
increasing compared to the increased loans of borrowers.

Thomas reports that bank earnings for toe first half of 19U7

are up compared to the last half of191*6, but are down compared to the
first half of 19U6.

Brown states that even if rates to the best names increased
slightly, the companies would still borrow, if they knew that the loans
would be helpful to then in reducing their costs.

The meeting adjourned at 3:30 P.K.
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On Septenber 23, 19U7, at 10sUO A.M., the Federal
Advisory Council held a Joint meeting with the Board
of Governors of the Federal Reserve System iIn the
Board Room of the Federal Reserve Building.

All members of the Council were present.

The following members of the Board of Governors were
present: Chairman cclos; Governors Ssymcsak, Draper,
Vardaman and Clayton; also, Mr. Carpenter, Secretary
of the Board of Governors.

A PROPOSAL THAT THE FEDERAL RESERVE BANKS ADOPT A POLICY OF PURCHASING
ALl BILLS oFFEReD DIRECTLY TO THEM BY COMMERCIAL BANKS AT A PRICE TO BE
PBT-ymmiED DAILY, OR AT MORS OR LESS FREQUENT INTERVALS.

E. S. Brown states that none of the items on the agenda are
as significant as the question of inflation, and he hopes that the Board
and the Council may have sufficient time at the close of this session to
discuss ways of meeting the problems of inflation. Brown then reads the
Council’s memorandum on this rterc which was prepared and sent to the Board
yesterday and a copy of which is a part of these minutes. He states that
the Council believes it is best to continue the present procedure in
handling Treasury Bills, at least until the market has had more experience
vith it. He also states that the Council cannot understand why the Federal
Reserve bank of New York requested the member banks of its district not to
buy and sell Federal Reserve funds outside of its district. He states that
the Board in the past has favored the policy of buying and selling Federal
Reserve funds across districts.

Eccles replies that the position of the New York Federal
Reserve bank has just come to the attention of the Board. The question
of buying and selling Federal Reserve funds is a matter for the Open
Market Conaittee and is not simply the prerogative of a single Federal
Reserve bank, 1iccles understands that the Federal Reserve Bank of New York
has issued no order but has merely tried to discourage its member banks
from buying and selling funds outside the district. If the Board considers
the matter, i1t will consider i1t on a basis that would cover the entire
Federal Reserve System. Sccles says that one of the reasons for not
adopting the Spencer proposal on Treasury Bills is that the Spencer proposal
tends to make credit more easily available. In an inflationary situation,
that is one of the things which should not be done. Eccles further states
that so far as the purchase and sale of Federal R«serve funds throughout
the country is concerned, it means that every dollar of excess funds in
the whole System may be used, and this is not desirable in any inflationary
situation. If the Spencer proposal is undesirable, then it is desirable
to discourage the lending of every excess dollar available in the country.
There is nothing in the law that makes it possible for a Federal Reserve
tank to prohibit the purchase and sale of Federal Reserve funds between
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districts* This iIs a System matter* There is nothing in the lav to
ptreit such restrictions, but the Board could try to discourage the
aoveoent of funds between districts* However, Eccles has found that

the banks do not pay much attention to mere suggestions. There is nothing
to prevent the banks from engaging in the interdistrict purchase and sale
of Federal Reserve funds; thus, the banks will loan up to the last ditch
and rely on getting funds from others.

Flening* There is very little of this activity, except perhaps
between points like New York and Chicago where there may be large swings
in deposits*

E* 5. Brown states that only about 50 banks are concermed*
1 bank that only Had one million dollars available would find that this
amount was too small. As a rule, the banks that buy and sell Federal
Reserve funds deal in amounts larger than one million* There are special
situations where money swings from one bank to another or from one district
to another and i1t is desirable to permit the purchase and sale of Federal
Reserve funds to take care of these special situations.

Sccles states that this is a matter of interest to the whole
system.

Burgess reports that he has discussed the matter with the
Federal Reserve Bank of New York and that the running off of the put and
take has brought up this matter* It should be discussed, as Eccles
suggests, on a System-wide basis*

1
Spencer states that his proposal would result in an active

bill market.
Ssynxciak agrees.

Spencer. In connection with the bill proposal, there might
be some criticise that the System was again doing what it had just elimi-
nated a short time previously.

Sccles. There is much in favor of the Spencer proposal if
it is desire# to have bills held widely. Many banks will hesitate to
buy bills if they must be handled through a New York broker.

DISCUSS101! OF THE RULING UNDER WHICH ALL FEDERAL HESrETE BANKS AND
BRANCHES ?ILL REIMBURSE THKIR MEMBER BANKS FOH POSTAGE OR OTHZR trans-
poktation costs oh all cash items sent to federal reserve banks and
33ANCHES OTH%R THAR THE BASK WITH WHICH THS MEMBER BANK CAHRIS ITS
3S3ER73A C C O U N T

E* E. Brom reads the statement which the Council mede on this
ten in Its confidential memorandum to the Board of Govermors yesterday.
Te states that a large majority of the Council thinks the subject iIs not
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an important one. In Chicago 53 banka were sending their iteas direct,
and 53 banks are still sending their items direct after the ruling has
been In operation about seven weeks. Only one bank iIn the United States
has changed to direct sending. Brown coaments that the Council believes
that on matters of this kind the Board should discuss them with the
Council. A joint discussion might be helpful in stopping criticise.

"inton does not believe the subject is important, but he
reports that some banks believe this is another step by the Federal Reserve
authorities to take over the correspondent bank business.

7A. 5. Brown shows a map of towns in Texas in which the banks
have taken up this matter with their Congressmen.

ninton thinks the Board made a mistake by not discussing it
with the Council. It was embarrassing to have bankers come to him and
he knew nothing about the subject.

Eccles reports that some of the Federal Reserve banks were
already doing it. The idea did not originate with the Board. The
presidents of the Federal Reserve tanks decided unanimously that it
should be done, and they recommended it to the Board. The Board approved
it, but the Board had not heard of it up to that time. It did not even
occur to the Board to take it up with the Council, as the Hoard did not
think the subject was that important and the Board did not believe It was
a subject of a policy nature.

Fleming calls attention to Regulation Q and states that some
banks object to the recent ruling because they believe it is now better
for banks to send items to the Federal Reserve banks instead of their
correspondent banks. However, Fleming does not believe this argument 1is
really important.

Eccles doe® aot think this ruling will result in building up
the balances*“oT~mnber banks in the Federal Reserve banks. The Board is
not interested in building up member balances.

Odlin. The Council does not believe the matter itself is
so important, but some bankers may question the motive back of the ruling.

Winton does not believe the ruling is consistent with the
spirit of Regulation Q.

TH2 121 PLAN PROPOSED BT THE BOARD AS A BASIS FOR THE D2SIGUATIO?? OF
RESERVE CITIES. COPIES OF THIS PLAN HATS BHHJI SENT TO EACH M3IB5R OF
THE COUNCIL BY SESRRITT SHIRUAK, ASSISTANT SECRETARY OF THE BOARD OF
,O7ERVORS.

E. S. Brown reads the statement which the Council has prepared
in connection with this item and which is contained in the confidential
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aen>oranduc sent to the Board yesterday. This memorandum is a part of
these minutes. Brown states that the Board proposal would reduce
required reserves by perhaps O million, and with inflation even that
sum Is Important. He sees no need for declassifying a city that wishes

to remain a reserve city. He thinks that many cities have not heard of
this proposal and have therefore had no chance to consider it.

Fleming reports that a Chattanooga delegation called on him.

Sccles states that the Chattanooga delegation also called
on te Board" THe Board has considered this whole question historically
ad iIn every other way. If the Board ever got into a law surt, it would
have no defense. The Board has no formula and no plan* M the Federal
Reserve *ct was passed, there already were cities designated as reserve
cities, and after that the matter of designating was left to the Board.
Every time the matter of setting up a definite formula cones up there are

objections. Eccles thinks there is very little justification for different
reserves iIn different cities*

Winton asks why the Board would object i1f sore city wishes to
continue as a reserve city*

Eccles states that i1t iIs not a question of designating a bank,
but that a city Is designated™ One or more banks In the city may object.

He thinks the Board should have power to designate a bank, and that would
mean a change iIn the law.

0dlin asks whether Spokane would be continued as a reserve
city, on the basis that it has a Federal Reserve agency. He reports that
Spokane feels that it would lose substantially if it lost its classification.

Sccles asks, ""fhat good does a reserve do if It cannot be used7’’

Fleming believes that

if the Board designates some banks in
a city, the Board might be making

itself a great deal of trouble.

Frccles thinks the matter should be aired in Congress.

Fleming believes that the deposit balances of national concerns

may be fully as volatile and perhaps even more volatile than interbank
deposits.

Burgess hopes the matter is not brought before Congress in the
next five years, as very little light will probably be shed on it. He
thinks the Board has ample authority.

Eccles states that the Board runs Into problems because it
oast designate cities and not banks. The only justification for a
difference iIn reserves is the character of the deposits.
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Odlin mentions the situation of a certain bank that did
not have correspondent bank balances In large volure. 1t woulld not
heve been designated a reserve city bank under the plan of designating
baks and not cities. [T two other large conpetitors had been desig-
nated reserve city banks and this icular bank had not been so
designated, the latter bank could hardly have built up 1ts correspondent
bark balances against the competition of the two other banks.

) Eccles. I1f we use the plan proposed and place It on an average
besis, 1t may eliminate Chattanooga.

S. S. Brom. The Council requests that the records state that
the Council objects to the formula and sees no need for action now.

THE POSSIBLE REEPCTICE 0?7 RESERVE BBQUIKHFFAITS H THE NEAR FUTURE F3OM THE
PSSSEKT 20-20-11; LEVEL.

S. S. Brom states that this 1tem on the agenda did not

originate in the Council, but was suggested by a banker iIn the district of
oe of the Council members. The Council is unanimously opposed t the
suggestion.

Eccles asks whether the Council would like to see the resene
requirements ol central reserve city banks increased. He states that with

large gold imports this question might become important. He asks Browmn
ad Burgess to give thelr opinions.

E. S. Browmn states that he has no dbjection.
Burgess thinks that the time has not came yet for such action.

Eccles reports that the Board agrees with the Council In its
conclusions on this item.

THE QUESTION OF OFFICIAL P3RIONTTSL AND SALARIES IS THE VARIOUS HEDERAL
R2SRIL 3A5KS As IT AFHFECTS THE CALIBER OF MSN IN THS VARIOUS OFFICES AND
THE P3QBLIK oF KSPITIG A HI3H Q7ALITT oF PERSONNEL IN TIE BANKS.

E. E. Brown reports the Council 13 greatly concermed as to te
maintenance OL the quality of management of the Federal Reserve banks.
There seeis to the Council signs of deterioration due to the loss of able
aen in top positions and difficulty in their replacement.
appear to lie partly in low compensation, not msell adjusted to recent
changes in coat of living and pay in comparable positions, and partly in
the feeling by officers of the Federal Reserve banks that they do not
have adequate responsibility and authority. The Council believes this

is a situation requiring the cooperative action of the Federal Reserve
Board and the Boards of the several Federal Reserve banks.

The causes

Eccles replies that this matter has been up for discussion

INn various communications with the Federal Reserve banks the
Board has pointed out why salaries could not be increased in the top
positions. INn the *,10,000 to 15,000 salary brackets there have been large
ealary increases, but that IS not true above $15*000. Above *15,000 there

ngﬁmé§F§g5§Qreason NOW for not increasing salaries, as these salaries are a
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direct cost of government, $25,000 is the minimum the presidents of
the Federal Reserve banks receive, and it has been the minimum for
four or five years. The vice-presidents of the Federal Reserve banls
receive from $15,000 to $18,000, and two or three of them receive more.
There is also a liberal retirement system.

g- S. Brown comments that these men do not get a pension
comparable to that in private industry.

McCoy wishes to know what is the top pension.

Szymczak replies that it is about *9>000.

Sccles states that the system has no trouble getting competent
help*
E. E. 3rom replies that the members of the Council do not agree.

Sccles states that the officers of the Federal Reserve banks
o not have the problems that confront officers in private banks where

omership changes and banks fail. Only a very, very few top men in the
Federal Reserve banks have ever been fired. These men have great security.
They have no competition and no worry about the eamings or expenses of
the banks. The System iIs something like a big post-office, and much of
it is a mechanical operation. All policy is fixed by the Board and the

Open Uarket Committee.

Szymczak comments that the more risk a man takes, the more
salary he 1s entitled to receive* He also states that the higher the
incoee, the closer you come to turning the System over to the Treasury.

Eccles believes that the lower groups are the ones really
being hurt. The upper groups aay have to cut their living costs a little
and use thelr automobiles less frequently for trips. The Board will be
glad to iIncrease salaries in the upper brackets when the Govermment

authorizes increases iIn top salaries.

Ssyacsak thinks the retirement program is more important than
<alary to older men.

Em 5. Brown believes the System iIs not getting or holding
the best mem He mentions Daniel Bell as an illustration.

Eccles replies that ths Board is bringing men up through
the System and tHe Board has found these are the best men.

Odlin believes 1t is not so touh a matter of salary as it
iIs a lack of authority to act.

Eccles replies that this i1s the fault of Congress. The
authority i1s In the Board and in the Open Market Committee. IT there
J* to be any change, i1t iIs up to Congress. Over one-half of the
Nelness of the Federal Reserve System is the fiscal business of the

Nernraent. Sccles believes the Board is doing a better job than would
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be done 1T the Systtem were under the control of the Comptroller Gereral

on the setter of expenses* He states that the Board™s wage classifi-
cation plan is better than the Civil Service plan. He says that as log
as the Board has the authority under the statute, It oust discharge Its
fuctions. IT the Council does not agree, then it is a matter of changirg
the law.

E. S. Brown mentions the red tape that the Chicago Federal
Reserve bank had to go through in order to have salaries raised In
Detroit.

Flening thinks the pensions are still low.

Odlin believes the tone of the control and management - not
necessarily the law-needs to be changed. Some branch banking systems
delegate authority successfully.

Eccles replies that a private banking system has more freedom
then a govermment institution* The Federal Reserve banks can do what
they wish to in handling salaries up to $10,000. He also says that any
credit a Federal Reserve bank makes is never submitted to the Board. The
Federal Reserve bank submits a budget each year, but the expenses within
the budget are subject to the Control of the Federal Reserve bank.

Penick has heretofore assumed that any change iIn salaries
had to be passed upon the Board.

Eccles replies that this is only true of the salaries of
officers of the Federal Reserve banks.

S. E. Brown believes the Federal Reserve banks are getting
men of inferior qualifications, especially compared with those In the
Federal Reserve banks about 15 years ago.

THE QUESTION OF FUCBSO COHKSRCIAL BARKS OS A MORE B#AL BASIS WITH THE
WTPAL SAVIBQS BANKS IH SUBSCRIBE TO TRSASURT ISSUES.

E. E. Browmn states that this question was placed on the
agenia before the terms of the September financing were announced.  The
Council notes that iIn the last Treasury issue the savings and thrift
departments of commercial banks were placed on the sare basis as mutual
savings bantein subscribing to new Treasury issues. The Council is
gratified by the support given by the Board iIn the accomplishment of
this objective.

Eccles replies that actually the Board opposed this proposal.
The Board wishes to get the govermment debt out of the banks, and It iIs
inconsistent 1T the Board approves the funding of the debt through the banks.
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o _Atwood states the objection noted In the proposal iIs against
giving savi and thrift departments of banks less favorable con-
sideration IS given to the mutual savings banks,

Sccles coments that the question is actually academic, as
savings are not increasing and subscriptions are based on increasing
savings. He reports that the Treasury wished to take care of tre little
banks, which is the reason for the change iIn the Septerber financing.

Burgess states that the subscriptions are more nearly roll-
owers, and It Is not a matter of placing additional debt In tre banks.

THE CHAIRVAN OF THE BOARD HAS INDICATED THAT HE TOL BE PLEASED TO
DISQUSS WITH THE COUNCIL ANT OF THE LEGISLATIVE ITBVS LISTED IN HIS
LETTER OF AUGUST 6 TH TO THE PRESIDENTS OF THE FEDERAL RSS3R7K BANKS.

E. E. Bromn advises that there are two of the legislative
1tems regarding which the Council desires to convey Its gpinion. These
tems are bill S. UO8 and bill S. 829* He states that it was probably
an oversight in the hearings that no attentionwas called to fact
that a minority of the Council was against bill S. U0B. The Council is
disappointed that the powers of the R. F. C. were not greatly curtailed.
In 1ts confidential memorandum to the Board on karch 11, 1907, te
Council stated that a minority of the Council was opposed to bill S. U8B,
even with the amendments the Council proposed. In the letter of the
President of the Council accompanying the resolution on bill S. U® , It
was further stated: 'The Council”s support of Bill S. U038, with the
anendnents suggested, 1s given in the belief that sare safety valve iIs
desirable for emergency credit situations, and with the recommendation
that the lending and guarantee powers of certain other govermment agencies,
including the R. F. C., should be greatly curtailed, and In many instances
should be terminated.” Brown asks what Taft"s position is on the bill.

Sccles replies that the program of Congress was too croaded
to consider the bill. Senator Downey had some amendrents which he
proposed to discuss at length, and this threat issck the leaders of the
Senate decide not to bring the bill up before the Senate. Sccles reports
that Congress did delete many of the poners of the R. F. C.

E. E. Brom replies that the Congress did not delete the
porer of the R. . C. to make loans.

Fleming states that he is against having both the Federal
Reserve SysTen and the R. F. C. with power to make loans.

Eccles hopes that the Council will consider this matter again
at Its meeting in November. He wishes that the Council would say that it
atill favors bill S. UO8 if the R. F. C. powers are eliminated or greatly
curtailed.

E. E. Brom reports that the Council desires to reaffimm
1ts position on the bank holding company bill and hopes the bill may
be passed with only such minor modifications as will assure iIts passage.
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The meeting adjourned at 1125 PJ*.

There was an informal discussion at luncheon with the
Chairman of the Board on some of the problems of inflation.

It was agreed that the next meeting of the Federal Advisory
Council would be on November 16, 17, and 18 at Washington, D. C.
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